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Title I, in particular, suffers from this defect, since
it provides funds for public works which will be utilized,
given lead times for such projects, in years when the economic
recovery is much stronger and when the projects could be
inflationary. Title I's provision for 100% federal grants
also eliminates incentives for recipients to carefully select
and monitor proposed projects or to weigh the value of the
project against competing local priorities. Finally, Title I
is in effect a categorical public works program, introduced
when the Administration had been consolidating such programs.

Title II, which is a publlc service employment program,
bases its fund allocations in part on the basis of taxes
raised locally, which means cities and States receive aid
based on what they spend, not what they need. More funds
would be provided to those local governments with hlgher tax
bases, including many which plan to run surpluses in 1976,
and to those which have been least efficient in holdlng down
costs. Title II could also encourage escalation in local
public employee wage settlements, since in effect part of
the cost would be paid by the Federal government, as long as
" the overall. unemployment rate remains above 6%. .-Nor is there
any workable mechanism in the bill to ensure that State and
local governments, as intended, will spend the money either
to create useful and substantial jobs, or to prevent layoffs
of essential public employees and maintain the current level
of public services. Such public service employment programs
often merely substitute federally funded employment for jobs
that would have been funded by local revenues anyway, thus
adding few net jobs. This may result partially from the
limited capacity of local government to rapidly absorb new
employees. Finally, it is often extremely difficult to
terminate a public service employment program when the need
for it is over, since termination could mean politically
explosive layoffs of public employees.

Title III has some of the same weaknesses as Title I.
It is a categorical program very similar to prior such
programs, which have proven ineffective. The EDA amendments
envision a program strikingly similar to Urban Renewal which
was terminated because it was devastatingly harmful to the
social and economic fabric of cities, and was consolidated
into the Community Development Block Grant program, which
provides a better means of assisting the cities.



Title III also subverts the purpose of EDA both program-
matically and geographically. EDA's role is to provide
development assistance to those regions and communities which
have chronic unemployment resulting from the lack of economic
infrastructure, not as a result of a temporal recession.
Hence, EDA's attention would be directed away from its
historical constituency of rural communities, which are
undergoing financial problems as a result of the recession,
to a very different urban clientele.

While H.R. 5247 is deficient in many respects, it does.
attempt to address, albeit in a confused and inadequate
fashion, a major problem of many local governments, partic-
ularly large cities. While general economic recovery will
aid state and local governments in balancing their budgets
and in continuing to provide services, there are still many
cities which have been hard hit by the recession and which
will be particularly slow to emerge from it. These are
cities which suffer from economic decline generally, hence
were especially vulnerable to the effects of the recent
recession, which superimposed cyclical fiscal problems upon
their long-term economic problems... This has created. fiscal
difficulties on a continuing basis and trapped these cities
in a vicious cycle in which they must either raise taxes or
reduce services, in either case exacerbating the economic
decline which originally generated the fiscal problems.

These cities are typically older, larger central cities,
particularly in the Northeast and Midwest, although there
are an increasing number of cities in the West and South with
such characteristics. These cities generally have been _
losing both middle income population and private employment,
have large poverty populations and are small relative to
their suburban areas. They face higher per capita costs of
providing services to a population which increasingly needs
- their services, but which cannot generate the required tax
revenues.



ITI. Proposed Alternative to H.R. 5247

A. Program Description

HUD's proposed assistance program is based on the
concept of providing temporary financial assistance to those
local governments which most need it, when their already
serious fiscal problems are exacerbated by a recession.

B. Recipients

Funds would be provided only to cities with more
than 50,000 population, since these are the cities which
face the most severe fiscal problems on both a short-term -
and long-term basis. Small units of government would be
funded through the states because of the administrative
problems of our determining their relative needs.

C. Trigger and Allocation Formula

—— —— — ——

: The program would be activated only when the national
unemployment rate was over 7% for ‘a calendar dquarter. At that
time, funds would be provided for the following four calendar
quarters only in those large cities which have unemployment
rates at or above 8%. These cities would receive a pro-rata
share of $10 million per quarter, for each .1% that the
national unemployment rate exceeded 7%. For example, the un-
employment rate for the fourth quarter of 1975 was 8.3%. Funds
would be provided, beginning in the second quarter of 1976, in
the amount of $130 million per quarter, or $520 million per
year, for as long as the unemployment rate remained at 8.3%
(1.3% above the 7% trigger). Each city with an unemployment
rate at or above 8% would receive funds in direct proportion
to its share of the total number of persons unemployed above
8%. If the national unemployment rate falls to 8.0% in the
first quarter of 1976, then the funds to be allocated would be
reduced to $100 million per quarter or $400 million per year,
beginning in the third quarter of 1976.
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In the alternative, funding could be provided at the
rate of $15 million per quarter, for each .1% that the national
unemployment rate exceeded 7%. Under this alternative, funds
would be provided, beginning in the second quarter of 1976, in
the amount of $195 million per quarter, or $780 million per
.year, for as long as the national unemployment rate remained at
8.3% (1.3% above the 7% trigger). Each city with an unemploy-
ment rate at or above 8% would receive, at this higher funding
level, the same proportion of funds available as it would
receive at the lower funding level. If the national unemploy-~
ment rate falls to 8.0% in the first quarter of 1976, then the
funds to be allocated at this higher level of funding would be
reduced to $150 million per quarter, or $600 million per year,
beginning in the third quarter of 1976.

Individual cities would become eligible under either
formula for funds on a quarterly basis and receive funding only
while their unemployment rates were above 8%. Thus, as the
economy improves, the total ‘amount of funds available, and the
number of cities receiving funds, would decline from quarter to
quarter. : :

A fund equaling 25% of the funds available in any
quarter would be distributed to states with an unemployment
rate of over 8% in areas lying outside cities of 50,000. The
states would be required to distribute those funds to communities
of under 50,000 with unemployment rates (using locally derived
estimates) of over 8% and suffering serious fiscal problems.

D. Program Administration

These assistance grants would be administered with a
minimum of additional Federal or local bureaucratic expense by
using an existing administrative structure. Virtually all
cities who would be potentially eligible for assistance under
this program are already operating community development and
housing programs under the Housing and Community Development
Act of 1974. The Community Development Block Grant Program
requires recipients to develop a comprehensive three-year plan
and an annual application for funds, which is reviewed and
monitored by the Department of Housing and Urban Development.
In addition, each recipient has an on-going planning and manage-
ment structure to operate its programs.






































































































































